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1.  I 


MSontlf  an^  kelson  Mandela  Bay 

statement  of  cash  flows  for  the  year  therTenderi  aln  of  changes  ,n  net  assets  and  the 

significant  accounting  policies  and'otherexplanal^H^^^^^^ 


Accounting  officer's  responsibility  for  the  consolidated  financial  statements 

such  internal  control  as  the  accounting  officer  determinlrk  n..  (DoRA),  and  for 

preparation  of  consolidated  and  separate  fSal  statement 

misstatement,  Whether  due  to  fraud  or  error.  tements  that  are  free  from  material 


4. 


5. 


Auditor-general’s  responsibility 

s^a^eSSoV^y^uT  Uond°S  fi--ia, 

of  South  Africa,  2004  (Act  No  25  of  2001)  fPAA)  thp  n 

and  International  StanLrds  on  Audrting°0SAst^  TtoL^t^a^ndL^lt  issued  in  terms  thereof 
ethical  requirements  and  plan  and  So  m the  aud^to  nhS 

dSoSe'rin'rh:  croSdSdlSrafe  LSciarsSSnT tS' 

SemSt' Of  th'tSoli^^atraTd^iS  theSks'^of  SeS 

eTy's  pr»^and  2i'r  presSSn^^^^^^^^^ 

in  order  to  design  audit  procedures  that  are  SSitf  f ®‘a‘ements 

reasonableness  of  accountina  estimate*?  hu  policies  used  and  the 

overall  presentation  of  the  consolidated  and  separaLfinanStemente  'he 

I believe  that  the  audit  evidence 
for  my  qualified  audit  opinion. 


have  obtained  is  sufficient  and  appropriate  to  provide  a basis 


Basis  for  qualified  opinion 
Irregular  expenditure 


6. 


The  municipality  did  not  have  adequate  systems  in  place  to  identify  and  disclose  all  irremiiar 
expenditure  incurred  during  the  year  as  required  by  section  125(2)(d)(i)  of  the  MFMA  ^Th 

^201  f fruitless  and  wasteful  expenditure  balance  of  R869  7 million 

rnnl»  « r u,°'®  the  disclosure  by  alterS  m^is 

the  irregulTexie”d^  ®^t®stments  were  necessary  to 


Qualified  opinion 

7.  In  my  opinion,  except  for  the  effects  and  possible  effects  of  the  matters  desrrihpH  in  fh^  k • 
or  qualified  opinion  paragraph,  the  consolidated  and  separate  M '! 

teirly,  in  all  material  respects,  the  financial  position  of  the  Nelson  Mandela  Bay  MetroDontan 
Municipality  as  at  30  June  2013  and  its  financial  performance  and  cash  flows  for  the  vear  hen 
end^,  in  accordance  with  the  SA  Standards  of  GRAP  and  the  requirements  of  the  MFMA  Ld 

Emphasis  of  matters 

8.  I draw  attention  to  the  matters  below.  My  opinion  is  not  modified  in  respect  of  these  matters. 
Restatement  of  comparative  figures 

9.  As  disclosed  in  notes  40  to  the  consolidated  and  separate  financial  statements  th» 
comparatwe  figures  for  30  June  2012  have  been  restated  as  a result  of  a change  Account  m 
policy  and  errors  that  were  only  corrected  during  the  financial  year  ended  30  June  2013  bu^ 

the"  yTJflnd:d,1o"u"^^  at,  and  fol 

Unauthorised,  irregular  and  fruitless  and  wasteful  expenditure 

'($?As  disclosed  in  note  44  to  the  consolidated  and  separate  financial  statements  R471  r o,iiii 
of  unauthorised  irregular  and  fruitless  and  wasteful  exSture 
financial  year.  This  includes  unauthorised  expenditure  amountina  to  R270  7 miiiinn 

Material  losses  and  Impairments 

11.  As  disclosed  in  note  28  to  the  consolidated  and  separate  financial  statements  the  imoairment 

of  receivables  amounted  to  R409,8  million  for  the  year.  ‘ements,  me  impairment 

12.  As  disclosed  in  note  35.9  to  the  consolidated  and  separate  financial  statpmontc  ,.,=1^  i 

amounting  to  R208,4  million  were  incurred  during  the  fl^ancial  year.  '“sses 

Material  underspending  of  the  capital  budget 

13.  As  disclosed  in  note  54  to  the  consolidated  and  separate  financial  statements  the  municioalitv 
underspent  on  its  roads  and  storm  water  infrastructure  budget  by  Rjl84,,5  million 


Additional  matter 


14. 


draw  attention  to  the  matter  below.  My  opinion  is  not  modified  in  respect  of  this  matter 


Unaudited  supplementary 

15.  The  supplementary  information  set  out  In  aooendix  C dop*;  nnt  fnrm  f tu 

and  separate  financial  statements  and  is  preseld  as  consolidated 

audited  this  schedule  and,  accordingly,  I do  not  express  an  opinio^thLrem™  ® 

REPORT  ON  OTHER  LEGAL  AND  REGULATORY  REQUIREMENTS 

Predetermined  objectives 

18.  The  reported  performance  against  predetermined  objectives  was  evaluated  anain^t  tho  ^ n 
criteria  of  usefulness  and  reliability  The  usefulna^.;  of  inforrv,^*  against  the  overall 

report  relates  to  whether  it  is  present^  in  ac^ 

reporting  principles  and  whether  the  reported  performance  is^conlktenf 

objectives  The  usefulness  of  information  further  relates  to  whether  inSorrlnd  tta^l"?'' 

information  (FMPPI).  managing  programme  performance 

The  reliability  of  the  information  in  respect  of  the  selected  ohiartivoc  lo  ^ 

whether  it  adequately  reflects  the  facts  (i.e.  whether  it  is  valid,  accurate  and  compete) 

In^®  mSt;ofThe1:j^“^^  ^®POrt  concerning  the  usefulness 

Additional  matter 

20.  Although  no  material  findings  concerning  the  usefulness  and  rf^liahiiitu  of  ^ 

rnformation  were  raised  in  the  annual  performance  report,  I draw  attention  to  tile  matte^Sw 

Achievement  of  planned  targets 

Compliance  with  laws  and  regulations 

23.  I performed  procedures  to  obtain  evidence  that  the  entitv  had 

regulations,  as  set  out  in  the  general  notice  issued  in  terms  of  the  PM  are  as  fotws  ' """ 


strategic  planning  and  performance 

after  Te  aTus'S  briecftL^'^TS  th: 

Annual  financial  statements 

in  a„  .a.eriai  respects  in 

Sdal ^ZmZ'ZesTbtZenT^  coSd 'bu??h -abmitted 
in  the  financial  statements  receiving  a qualified  audit  opin?on"'^°'^'^*°'®'^  misstatements  resulted 

Expenditure  management 

" r„-s.tr 

Revenue  management 

and  debrJlaTnTnX 'a“iredTy^e^^^ 

sectior6T2K0^ofThf^^^  '^as  not  in  place,  as  required  by 

Conditional  grants 

officeu^lastern  Cape  ProvTnLTSur^^a'l!^^^^^^  transferring  national 

the  end  of  each  quarter,  as  required  by  sectiS^i  12(2)(c)  ofooi^  ^fter 

months"aX?thL^nlnhe'ffnTncl^^^^^^^^^^^^ 

Consequence  management 

32.  Allegations  of  financial  misconduct  aoainqt  «5Pmnr 

^ , ?So„i,r ‘“‘I  r.s  “s 

«^®[e'"3s"rL'^tTble®ca2^e^^beTeTe®afacfo7m^^^^  a"®9ations  where 

Human  resource  management  ^ \ 

34.  An  acting  chief  financial  officer  was  annnintoa  t 

contravention  of  section  56(1)(c)  of  the  Municipa?s?stem  '» 

Procurement  and  contract  management 

35.  Sufficient  appropriate  audit  evidence  could  not  be  obtained  that- 

* “rnSTf  r rctrir“  of  one  or 

regulation  27(3):  required  by  supply  chain  management  (SCM) 

• invitations  for  competitive  bidding  were  ariverticoa  f„ 

as  required  by  SCM  regulation  22(1)  and  22(2);  ^ ^ ^ required  minimum  period  of  days, 


bids  were  evaluated  by  bid  evaluation  committees  which  were  composed  of  officials  from 
the  departments  requiring  the  goods  or  services  and  at  least  one  SCM  practitioner  of  the 
municipality,  as  required  by  SCM  Regulation  28(2); 

. contracts  were  awarded  to  bidders  based  on  points  given  for  criteria  that  were  stipulated  in 

invitation  for  bidding,  as  required  by  SCM  regulations  21(b)  and  28(1  )(a)  and 
the  Preferential  procurement  regulations;  ^ v a ; no 

* SCM'JeSon  composed  in  accordance  with 

awards  were  made  to  bidders  other  than  those  recommended  by  the  bid  evaluation 
29(5)(b)^^  without  ratification  by  the  accounting  officer,  as  required  by  SCM  regulation 

councillors  of  the  municipality  participated  in  committees  evaluating  or  approving 
tenders/quotations,  in  contravention  of  section  1 17  of  the  MFMA;  ^ 

• contracts  were  awarded  to  suppliers  based  on  preference  points  that  were  allocated  and 

calculated  in  accordance  with  the  requirements  of  the  Preferential  Procurement  Policy 
Framework  Act  and  its  regulations;  ruiioy 

. contracts  were  awarded  to  bidders  that  scored  the  highest  points  in  the  evaluation  process 
as  required  by  of  section  2(1)(0  of  Preferential  Procurement  Policy  Framework  Acf 
. contracts  were  extended  or  modified  only  after  tabling  the  reasons  for  the  proposed 
amendment  in  the  council  of  the  municipality,  as  required  by  section  116(3)  of  the  MFMA- 

' as  Su?rerby°SCM°Sl"n  5; 

• tl^  contract  performance  and  monitoring  measures  and  methods  were  sufficient  to  ensure 
effective  contract  management,  as  required  by  section  1 16(2)(c)  of  the  MFMA; 

. contracts  were  awarded  only  to  service  providers  whose  tax  matters  had  been  declared  by 
the  South  African  Revenue  Service  to  be  in  order,  as  required  by  SCM  regulation  43- 

• contracts  were  awarded  oniy  to  bidders  who  had  submitted  a deciaration  on  whether  they 

b^SCM  rSationTaS;®  by  the  state,  as  required 

. measures  to  cornbat  the  abuse  of  the  SCM  system  were  implemented  as  per  the 
requirements  of  SCM  regulation  38(1),  because  it  could  not  be  determined  whether  awards 
had  been  made  to  service  providers  who: 

- during  the  iast  five  years,  failed  to  perform  satisfactorily  on  a previous  contract  with  the 
municipality  or  municipal  entity  or  other  organ  of  state; 

committed  a corrupt  or  fraudulent  act  in  competing  for  the  contract; 

- abused  the  SCM  system  of  the  municipality. 

(35).  Awards  were  made  to  service  providers  who  were  in  the  service  of  the  municipality  and/or 
whose  directors/  principai  sharehoiders  were  in  the  service  of  the  municipality  in  contravention 
of  section  12G)  of  the  MFMA  and  SCM  reguiation  44.  Furthermore  the  se^SicrprS  fS 
he/she  was  in  the  service  of  the  municipaiity,  as  required  by  SCM  regulation 
non-compliance  was  reported  in  the  prior  year  and  the  municipaiity  had  not 
taken  disciplinary  action  against  the  suppliers/officials  involved; 

37.  Awyds  were  made  to  service  providers  who  were  in  the  service  of  other  state  institutions  in 
contravention  of  section  1 12W  of  the  MFMA  and  SCM  regulation  44.  Similar  awards  h^  been 
Identified  in  the  prior  year  and  no  effective  steps  were  taken  to  prevent  or  combat  the  abuse  of 
th©  SCM  process  in  accordance  with  SCM  regulation  38(1). 

38.  Pe/sons  in  the  service  of  the  municipality  who  had  a private  or  business  interest  in  contracts 

46(2Xe)'^  municipaiity  faiied  to  disclose  such  interest,  as  required  by  SCM  reguiation 


Internal  control 

Leadership 

and  regulations.  '^complete  financial  reporting  as  well  as  the  contravention  of  laws 

was  a lack  of  permanent  and  committed  leartprchin  w/ifKin  tt,  ■ ■ .. 

together  with  the  political  and  administrative  instability  filter^  through  toTe'k'pff'' 
areas  of  the  nstitution  More  than  80%  of  spnipr  ° inrough  to  the  key  functional 

year,  45%  of  which  for  rperiod  longer  ?Ln  2 ''°f  p 

senior  officials  to  lead  an^guide  the  municb^rc^^^^^  of  permanent 

and  accountability.  ^ ^ sound  financial  management 

administrative  leadership’s  slow  response  to  the  phhi, 
messages  and  root  causes  is  evident  bv  the  renpat  finHinnc  in  r^cs  ^ response  to  the  audit 

and  non-compliance  with  laws  and  regulations.  ^ ^ respect  of  irregular  expenditure 


Financial  and  performance  management 

.o^r 

after  the  financial  year-end,  which  led  to  numerous  material  adiustmenu  h'^  Pa'^°''oied 

the  financial  statements  during  the  audit  pr^esr  adjustments  having  to  be  made  to 

45.  Management  did  not  adequately  monitor  the  actions  and  outputs  of  officials  thrn„r,hn„f  ri, 
year  under  review  to  ensure  compliance  with  key  leoislation  In  arirtitipn  = oughout  the 
reouirements  among  officials  across  all  functional  freas  was  not^a  thp 
evidenced  by  the  amount  of  irregular  expenditure  identified  during  the  audit'^Ther?  ’ 
inadequate  documentation  and  records  management  to  ensure  thatT,?fi.:rp  * ° 
evidence  existed  in  the  area  of  SCM.  sufficient,  appropriate  audit 

Governance 

''■ffiaudVe^eXn%“^^^^  ^ which  included  a 

adequately  matched  with  the  apX'ialetnfernal  co^^^^^^^^^  '^°"'®''®^’ 

to  the  internal  control  deficiencies  identified  during  the  ailidit.^  ^ municipality,  which  contributed 

not  adequately 

deficiencies  identified.  Consequently  recurrina  material  nn  ^ resolve  all  control 

the  financial  statements  ha4  been  repS  ® non-compliance  and  misstatements  in 


OTHER  REPORTS 


Investigations 

48.  At  the  time  of  this  report,  20  investigations  were  being  conducted  relating  to  allegations  of 
fraud,  corruption  and  failure  to  comply  with  SCM  requirements. 


Eastl  London 
6 December  2013 


AUDITOR-GENERAL 
SOUTH  AFRICA 


Auditing  to  build  public  confidence 


